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The Comparative Impact of Direct Federal and State/Provincial
Taxes on People Transfers in the Canada-U.S. Context: Tax
Equalization
Robert D. Brown*
INTRODUCTION
I s Canada a better place to live than the United States? If we were to try
to answer that question we would have to look at security, intellectual
and artistic opportunities, recreation, medical facilities, culture, climate
and many other aspects of quality of life. My discussion deals with a
narrower question: Is Canada a more expensive place to live than the
United States?
In fact, the topic I am covering is narrower still. My focus will pri-
marily be on people at middle to high income levels. That is because
these people - executives, senior professionals, entrepreneurs and top
scientists - are most likely to transfer between the two countries for
career purposes, and arguably are the human resources each country
would least like to lose.
The economic comparison of the cost of living in the land of the free
and the home of the brave, versus the true north strong and free, now has
a new dimension: the Canada-U.S. Free Trade Agreement. Although the
Free Trade Agreement does not directly alter the level of taxation or the
quality of life for individuals in either country, two features of the Free
Trade Agreement are relevant to a discussion of comparative personal
costs.
The first and most direct feature of the Agreement is a significant
liberalization of work visa rules. The second feature is more indirect and
long term: the Trade Agreement's effect on general living costs through
tariff reductions on imports and its stimulation of economic activity. The
second issue is outside the scope of this paper and cannot now be ad-
dressed with precision except to note that - over time - the agreement
should lead to some convergence of prices in the two countries. The first
issue - changes in the rules on work visas - is of immediate note.
* Vice Chairman, Price Waterhouse, Canada. The assistance of Runzheimer Canada Inc. and
ORC in supplying data on comparative costs is gratefully acknowledged. Both organizations pro-
vided substantial assistance in providing crossborder comparisons and related material.
The author gratefully acknowledges the assistance and collaboration of his partner, Mr. Rick
Gimbert, whose practice concentrates on tax planning for international transfers, undertook the
calculations reflected in the case in this paper.
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Mobility
The visa rules are part of the mobility issue. After all, it is one thing
to decide that some place else is a better country to live in, and quite
another to actually pass through any emigration or immigration barriers
to get there. Fortunately for Americans and Canadians, migration of
skilled persons between the two countries has rarely been extraordinarily
difficult, and now that the Free Trade Agreement is in place, migration is
in fact easier.
Prior to the Free Trade Agreement, an individual in the United
States who wanted to move to Canada had to fie an application for im-
migrant status or a work visa. Work visas were processed more expedi-
tiously than immigration requests, but had several additional
requirements. To obtain a work visa, an employer had to sponsor the
applicant, and a Form 2151 had to be filed with a Canada Employment
Centre, which then had to certify that the applicant would not be dis-
placing a Canadian also qualified to do the job. This process could be
time consuming and the applicant could end up being refused entry. If
not, more onerous requirements were imposed on Canadians who sought
to move and work in the United States, either permanently or temporar-
ily on a work visa.
The Free Trade Agreement dramatically simplified these procedures
for most individuals desiring to work temporarily in the other country.
The Agreement stipulated that visas would be issued at border crossings
to four defined categories of business persons. A business person is de-
fined as a citizen of the United States or Canada who seeks to cross the
border to work temporarily in the other country and "who is engaged in
the trade of goods or services or in investment activities." 1 Individuals
seeking to become permanent residents do not qualify as "business per-
sons" under the Agreement and must still meet all normal immigration
standards.
Business persons come in four categories:
(1) Business Visitors
(2) Traders and Investors
(3) Professionals
(4) Intra-company Transferees
The schedule of professionals, employees and those with business skills
qualifying for classification under the four categories is extensive. Virtu-
ally anyone with a college-level degree or with some reasonable level of
business skill and a career opportunity would appear to qualify.
Work visas under the provisions of the Free Trade Agreement do
not confer the right of indefinite residence, and hence for those wishing
to move permanently, are not a replacement for regular immigration sta-
I Free Trade Agreement, Dec. 22, 1987, and Jan. 2, 1988, Canada-United States, art. 1506,
H.R. Doc. No. 216, 100th CONG., 2D SEsS. 297 (1988), reprinted in 27 I.L.M. 281, 369 (1988).
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tus. But the practical point is that the treaty work visas provide relatively
easy access to a large group of highly trained executives and profession-
als, for fairly lengthy working tours in the other country,2 and there ap-
pears nothing as a practical matter to prevent an individual, while on
such a work visa from applying for permanent immigration status. The
work visa therefore provides instant access to the other country while
waiting for permanent entry. The result is that the Canada-U.S. Trade
Agreement has made it easier for citizens of each country to get across
the border and work in the other, and this, coupled with other factors,
could have a significant effect in increasing human mobility.
Canadians Like to Pay More Taxes
Before beginning any general discussion on comparative tax burdens
in Canada and the United States, it is necessary to recognize that each
country has made a series of choices, presumably based on the prefer-
ences of its citizens, on the allocation of its total national income. And,
because there are important differences in the political systems, social
attitudes and values between the two countries, it is not surprising that
their citizens have arrived at different decisions on that allocation.
Canadians, collectively, have chosen to provide for themselves a
more comprehensive social security safety net than have Americans.
Canada has a universal, government paid health system that the United
States lacks. Canadians spend more government funds, measured as a
percentage of our total income, on education. Canadian social benefits, in
some cases, can be relatively more generous.
Of course, Canada has also chosen not to spend quite as much, rela-
tively, as the United States in such areas as defense, space exploration
and general international representation. But, even with lower govern-
ment spending in these areas, the fact that Canadians spend more on
social programs, together with the fact that Canadians have lower aver-
age incomes than Americas, means that Canada must spend a higher
percentage of its GDP through governments than is the case in the
United States. Inevitably, that means that Canadians must face higher
taxes. (It might of course be remembered that in both Canada and the
United States, current tax revenues are not enough to pay for current
levels of government spending, and both governments are running major
deficits.) The latest OECD statistics for 1987 show that, including social
security contributions, Canada had tax revenue equalling 34.5% of
GDP, while the United States was at a significantly lower level of 30%.3
The higher taxes shown as payable by Canadians in a number of the
comparisons later in this paper, are in large part a reflection of the collec-
tive Canadian choice to spend more of their incomes through govern-
2 Work visas are issued on an annual basis, but may be renewed, up to at least a five year term.
3 Revenue Statistics of OECD Member Countries, 1965-88 (Paris: OECD, 1989), reprinted in
Perry, Fiscal Figures: International Tax Comparisons, 37 CAN. TAx J. 1347, 1351 (1989).
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ments on social programs. The purpose of this paper is not to challenge
that conclusion, but rather to identify its costs and implications in partic-
ular areas.
A Note of Caution
In the balance of this paper, a number of comparisons will be set out
between assumed "typical" residents of Canada and the United States,
generally concentrating on upper income executives, professionals and
entrepreneurs. These and all international tax comparisons must be read
with some degree of caution.
In attempting to evaluate the impact of different tax systems and
cost levels on citizens, what is important is the effects on individuals.
And that effect depends on each individual's precise economic and legal
circumstances. Accordingly, calculations based on typical or average
cases must be considered with care.
The tax systems of both Canada and the United States contain a
proliferation of complexities, special rules, local variations and so forth.
At the extreme, there can be more variation in tax burdens between say
two Canadians at the same income level who live in different locations in
Canada and have different personal circumstances, than between the av-
erage tax burden of Canadians and Americans at the same income level.
In the calculations following, the computations have been based
upon assumed "typical" situations involving, for the main, highly paid
individuals. Of necessity, a number of arbitrary assumptions had to be
used in making the calculations and in selecting statistical cost and other
data. While every effort was made to make reasonable assumptions and
choices, it is not claimed that others are not possible.
The conclusions that may be properly drawn from this paper are
related more to the overall magnitude of tax and other cost differences
between Canada and the United States for highly paid individuals, rather
than some precise calculation of the differences that may apply in partic-
ular circumstance. The calculation of differential tax and living costs in
any individual case must be based on the circumstances applicable.
Tax Rates
Both the United States and Canada undertook substantial tax re-
form in 1986. Because some reform provisions were phased-in in 1987
and 1988, a comprehensive comparison makes sense only for 1989 and
later years. Several levels of taxation must be considered to obtain a true
reflection of the level of tax burden on individuals in the United States
and Canada. A cursory look at only the federal tax rates would lead one
to believe that top personal tax rates are roughly equal:
230 Vol. 16:227 1990
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Maximum Federal Tax Rate
U.S. Canada
28% 29%
Rates are before surtaxes, clawbacks, credits and other adjustments
In fact, it is the total of four distinct levels of direct taxation on individu-
als that must be considered:
1. Federal income tax
2. State or provincial income tax (more important in Canada)
3. Social security or similar levies (generally higher in the United
States)
4. Other taxes, including realty and sales taxes
Federal Taxation: Rates do not Tell the Whole Story
The comparison of tax rates by itself does not bear a direct relation-
ship to the final tax incurred. Only by considering the tax base - includ-
ing the allowable deductions to arrive at taxable income - can one fully
appreciate the difference in tax burden.
This table compares the more common major allowable deductions
in the United States and Canada.
Common Major Deductions
Deduction U.S. Canada
Home mortgage interest Yes No
State or provincial income tax Yes No
Real estate taxes Yes No
Investment interest expense
Limited to investment incomes Yes - fully
Charitable contributions Yes Yes
4
IRA/RRSP contributions (if covered by a
pension plan) Highly Yes -
limited $C3,500**
Alimony Yes Yes
Child support No Yes
Self employed (IRA/RRSP) $30,000 $C7,5005
Other deductions are allowable in both countries but are less com-
mon or are significantly limited.
4 Rough equivalent of deduction provided through tax credit.
5 SC" here and elsewhere means Canadian dollars. All other dollar amounts in this paper are
stated in U.S. currency. Canadian currency has been converted into U.S. currency at $1.00C =
$0.85 U.S.
5
Brown: The Comparative Impact of Direct Federal and State/Provincial Tax
Published by Case Western Reserve University School of Law Scholarly Commons, 1990
CANADA-UNITED STATES LAW JOURNAL
Illustration of Importance of Tax Base
A simple example illustrates how the differences in deductions can
affect a person's taxes (all amounts in U.S. dollars for ease of
comparison):
Assumptions
-Married individual
-non-working spouse
-2 children
-Salary - $75,000
Salary
Personal allowances
Standard deduction
Taxable income
Basic federal tax
Average tax rate
Tax Rates
Comparison without Deductions
U.S.
$75,000
(8,000)
(5,000)
$62,000
$13,337
17.78%
The difference in total federal taxes and in effective federal tax rate is
significant, but far from overwhelming. Now let's introduce some as-
sumed personal payments and recalculate the tax burden:
Home mortgage interest - $15,000
Realty tax - $3,000
RRSP contribution - $3,000
Salary
Personal allowances
Itemized deductions
Mortgage interest
Realty tax
RRSP
Taxable income
Basic federal tax
Average tax rate
Tax Rates
Comparison with Deductions
U.S.
$75,000
$49,000
$ 9,6976
12.93%
Once some personal deductions are assumed so that the United
States taxpayer can take advantage of the more generous U.S. rules, the
tax gap between Canada and the United States widens dramatically. Ob-
viously each individual's circumstances will affect the tax liability. This
6 Net of credits for personal allowances, and with surtax added.
Canada
$75,000
$75,000
$17,015
22.69%
Canada
$75,000
(8,000)
(15,000)
(3,000)
(3,000)
$72,000
$16,129
21.51%
Vol. 16:227 1990
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point is further illustrated in more comprehensive comparisons set out
later in this paper.
STATE OR PROViNCIAL TAXATION
In both countries, but especially in Canada, state or provincial in-
come taxation is of importance, and must be considered in addition to
federal income taxes. Comparing state to provincial tax rates is a bit
more difficult because there are so many different variables. In the United
States, forty-one of the fifty states impose a personal income tax. In Can-
ada, all ten provinces and both territories impose such taxes. Rates vary
significantly among the states and provinces. Below is a range of maxi-
mum personal tax rates in the United States and Canada:
Range of Provincial and State Personal Tax Rates
No tax Lowest rate Highest rate
United States (9 states) 3.5% 10%
Canadian provinces (0) 13.05% 7  17.69%8
Although there are significant differences between each of the states
and provinces, a couple of broad statements are generally valid. In the
United States, state income taxes are normally calculated on federal taxa-
ble income with minor adjustments and state income taxes are fully de-
ductible in computing federal taxable income. Canadian provincial taxes
are generally computed as a percentage of the federal tax9 and are not
deductible in computing federal taxable income. Later comparisons will
use specific state and provincial tax rates, or averages of such rates.
Other Tax Issues
There are many other aspects of the Canadian and U.S. tax system
that must be taken into account in comparing tax burdens. The follow-
ing is a simplified list of some of the more important differences:
7 Yukon Territories: 45% of federal tax of 29% = 13.05%.
8 Newfoundland: 61% of federal tax of 29% = 17.69%.
9 Quebec calculates its tax on its own defined income base, broadly similar to the federal base.
7
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Capital Gains
% included in income
Typical top marginal tax on gain
Lifetime capital gain exemption
Gain on principal residence
Dividends
Dividend tax credit
Typical top marginal tax
Other
Interest on state, municipal bonds
U.S.
100%
34% +-
Taxable,
if not
replaced
nil
34%+-1O
Exempt
234
Social Security Benefits and Taxes
The U.S. Social Security system might be regarded as a rough
equivalent in concept to the Canadian Pension Plan and Old Age Secur-
ity benefits combined. When comparing the two systems, it is necessary
to look at the related taxes imposed, then the benefit to be received upon
retirement, and most particularly at the ratios of taxes to net benefits.
Both systems provide a retirement income, long term disability coverage
and death benefits. Long term disability and death benefits are roughly
comparable as a percentage of total retirement benefit, so our analysis of
cost to benefit ratio will be confined to just retirement income versus cost.
Government Retirement, LTD and Death Benefits and Costs
U.S.
1. Maximum related annual tax (in
1989)
2. Approximate top benefit upon
retirement
3. Ratio of annual benefit to
current annual cost
4. Calculation "cost" of benefit
using Canadian ratio
5. "Additional" U.S. tax in excess
of that assuming Canadian
ratio prevailed (1-4)
Canada Difference
$ 3,605 $ 445
17,316 12,35212
4.80 27.76
624 445
10 U.S. marginal tax rate is top federal rate of 28%, plus assumed typical state tax net of the
reduction in federal tax caused by deducting the state tax.
11 Maximum 1989 employee payroll tax only. Both countries impose a matching employer
contribution (i.e., the total cost is double to the amount reflected).
12 CCH Payroll Management Guide - Maximum combined benefit for husband and non-
working spouse at age 65.
13 The maximum CPP benefit at age 65 for a couple with a non-working spouse is $6,675 Cdn.
$3,160"
4,96413
$2,981
Vol. 16:227 1990
Canada
75%35%+-
C$100,000
Exempt
25% gross up
34%-
Taxable
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In this example we can see that the U.S taxpayer pays almost $3,000
more tax than would be the case for a comparable benefit under the Ca-
nadian system.
The reason that the current cost to individuals of Canadian govern-
ment retirement benefits are so much lower in relation to benefits than in
the United States is because of several factors:
(1) part of the Canadian benefits - the old age security pension - is
funded not by separate employee/employer contributions, but by gen-
eral revenue. In the United States, the entire cost of social security is
raised through the social security system;
(2) the Canadian CPP/QPP system has not been around for as long as
the United States social security program, instituted in the 1930s, and
arguably the costs in Canada have not yet had an opportunity to esca-
late as much as they will when the program is more mature; and
(3) the United States social security system is at the moment produc-
ing current "surpluses" - in a sense that current revenues are greatly
in excess of current expenditures - which the federal government is
using to disguise its current deficit.
Social Security Taxes
1989
U.S. Canada
Assessed on gross wages to ceiling of $48,000 $26,566
Cost Deductible/creditable No Yes
Benefits taxable Half above certain Yes,
income levels + clawback
U.S. Social Security taxes are assessed on gross wage income up to a
maximum earnings base and are not deductible in computing federal in-
come taxes.
Social Security benefits received in the United States are not subject
to tax unless the recipient's adjusted income exceeds $32,000 (if married
filing jointly). If the individual's income exceeds $32,000 (counting one
half of the social security benefit received) then one half of the social
security benefit received in excess of $32,000 is fully taxable.
Canadian Pension Plan taxes are assessed on gross wage income up
to a maximum earnings base, and a limited credit against federal tax is
allowed in respect of such premiums. CPP and OAS benefits are fully
subject to tax in Canada at ordinary income tax rates. Additionally, a
clawback provision was introduced starting in 1989 that will require a
partial payback of OAS benefits for higher income taxpayers.
For 1989, the clawback is equal to 30% of the OAS benefit received
Additionally, each spouse is entitled to a maximum O.A.S. benefit of $3,950 Cdn. for a total of
$6,675 Cdn. + 2(3,950) -- 1.18 = $12,352 U.S. (Canadian Employment Benefits and Pension Guide
Reports).
9
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if net income exceeds $C39,992. To the extent that a clawback is in-
curred, an income deduction is claimed for the amount repaid. Ulti-
mately, higher income Canadians will get no significant net benefit from
OAS as virtually the entire payment will be clawed back.
There are other social programs that may provide Canadians with
advantages. Canadians receive comprehensive government paid health
care, and - as discussed later in this paper - such benefits could have a
value of $3,000 a year per family or more. In addition, tuition costs for
Canadian universities tend to be lower than for some (but not all) U.S.
universities.
Sales Taxes and Local Income Taxes
Few municipalities or cities impose an income tax in the U.S (a no-
table exception being New York City). Most local governments collect
their revenues through real estate taxes, sales taxes, and user fees for
local services such as water, power and waste removal.
Realty taxes and user fees are used by local governments in Canada.
The Provincial government also provides a larger share of local revenues
collected through provincial income taxes.
Local sales taxes can vary significantly from state to state or prov-
ince to province: In addition, some local governments in the United
States also impose sales taxes, generally at low rates.
Local Sales Taxes
Location LOw Rough Average Hig
United States (State) 0 6% 9%
Canada (Provincial) 0 8% 12%
Canada presently has a federal sales tax, at a general rate of 13.5%,
imposed on most manufactured and imported goods. Canada is expected
to pass legislation that will replace this Federal Manufacturers Sales Tax
with a Goods and Service Tax (GST) effective January 1, 1991. Once in
place, the new GST at 7% would be in addition to the provincial sales
taxes cited above. The introduction of the GST is expected by the gov-
ernment to increase after-tax retail prices by something over 1%.
A complete comparison of local taxes is beyond the scope of this
paper, but a few broad generalizations can be made:
(1) current U.S. state sales taxes are on average about two percentage
points less than Canadian provincial sales taxes;
(2) When the new GST is implemented, total Canadian retail sales tax
rates will be about nine percentage points higher than average U.S.
rates; and
(3) U.S. realty taxes are frequently higher than Canadian realty taxes,
although there is substantial local variation in effective rates; and
(4) local user fees are likely higher in the United States than in
Canada.
236 Vol. 16:227 1990
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Because there are so many variables in local taxes, most costs studies
include local sales, realty, and user taxes in the general cost of living
indices. The same approach is followed in this study.
Estate or Death Taxes
The United States imposes estate taxes on the full value of a dece-
dent's estate upon death. Most assets fall within the definition of taxable
assets. A credit is allowed to residents of the United States, which equals
the tax on the first $600,000 of assets passed to a beneficiary. With basic
tax planning, a married couple can pass up to $1,200,000 of assets to
their children and incur no U.S. estate tax. (A spouse may pass part or
all of his or her assets to the remaining spouse and defer tax until the
surviving spouse dies). The beneficiary receives assets with a cost basis
equal to their fair market value and, therefore, accrued gains to death are
not subject to income tax to the decedent or to the beneficiary.
If a U.S. resident dies with a net estate of greater than $600,000,
then the graduated tax rates are imposed that range as follows:
$ 600,000 to 750,000 37%
750,000 to 1,000,000 39%
1,000,000 to 1,250,000 41%
1,250,000 to 1,500,000 43%
1,500,000 to 2,000,000 45%
2,000,000 to 2,500,000 49%
2,500,000 to 3,000,000 53% 14
3,000,000 up 55%
Taxable estate assets equal total assets less liabilities less expenses of ad-
ministering the estate. As can be seen from the above tax rates, the tax
cost of death in the United States is high, and careful planning is required
for high net worth individuals to minimize tax.
Special rules apply for nonresidents of the United States who die
holding U.S. assets. These individuals are subject to the United States
estate tax but only on assets sited in the United States. A lesser credit is
available to non-residents, reflecting the fact that non-U.S. assets are not
included in the taxable U.S. estate base.
Canada has no provincial or federal estate taxes or duties. However,
Canada does impose income tax on the appreciated value of capital assets
held at death. The decedent is deemed to have sold capital assets at their
value on the date prior to death. Capital gains are taxed in the dece-
dent's final income tax return. If the individual has not fully used his
lifetime $100,000 capital gains exemption, it may be claimed in this final
return. To the extent that capital gains exceed this amount, then 75% of
the remaining gain is taxed at ordinary income tax rates.
14 Top estate tax rates will fall to 50% on assets at $2,500,000 and higher for decedents dying
after December 31, 1992. I.R.C. § 2001(b) (1990).
11
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When comparing U.S. estate tax with Canadian income tax imposed
on a decedent, one can make a couple of broad statements to compare
the two systems, assuming basic tax planning has been accomplished
under both:
(1) If appreciated assets are held by a married couple, but the total net
value (assets less liabilities) does not exceed $1,200,000 at death,
then Canadian "death taxes" (tax on the appreciation of assets)
will likely be higher since the United States estate tax will be nil
and the United States does not impose income tax on this
appreciation.
(2) If appreciated assets are held by a married couple, but the total net
value is much above $1,200,000 at death, then U.S. estate taxes
will likely be higher than Canadian taxes, and much higher at
larger estate levels.
It should be noted that accrued gains on a principal residence are
not taxed in Canada and any of the $C100,000 lifetime capital gains ex-
emption still available to each spouse can be used to minimize death
taxes. Considering that the principal residence generally constitutes a
substantial portion of a decedent's assets, Canadian death taxes will gen-
erally be nominal if the estate contains only a modest amount of assets
other than the principal residence.
U.S. estate tax rules include the net value of the principal residence
in the taxable estate which tends to inflate the value of a U.S. estate. Life
insurance proceeds (if properly structured) frequently escape income and
estate taxes in both jurisdictions.
Comparison of Federal, Provincial/State & Social Security Taxes:
Assumptions
To gain a better understanding of taxation levels we will deal with
two separate income levels and family sizes and compare tax burdens in
several U.S. and Canadian cities. We have chosen to not compare taxa-
tion levels in any depth at lower income levels. Employer sponsored mo-
bility at these lower levels (say below $50,000) is generally limited to
short term assignments. This is true because those at these lower levels
frequently lack highly marketable skills or experience or both (in com-
parison to locally available talent). For individuals at lower income
levels, and possible problems in obtaining immigrant status can present a
formidable barrier to cross border migration.
In the calculations and charts that follow:
(1) U.S. Total tax includes federal, state and social security tax.
(2) Canadian total tax includes federal tax plus federal surtaxes, pro-
vincial tax plus provincial surtaxes and CPP/UIC.
(3) All figures are expressed in U.S. $ (and Canadian currency
amounts are translated at current exchange rates - $1C -
$0.85U.S.).
Vol. 16:227 1990
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(4) All amounts rounded to closest $100.
(5) All taxes are compiled at 1989 rates.
(6) All income is assumed to be earned income - income from sala-
ries and similar sources.
(7) The amounts in the middle of each table is positive if the cost is
higher in Canada, negative if the cost is higher in the United
States.
(8) All calculations are based on individuals having the same earned
income (as expressed in U.S. currency) in both countries. Of
course, average salaries and other earnings are not the same in
Canada and the United States: earnings, including employment in-
come, tends to be higher in the United States than in Canada, and
executive and professional incomes also are higher in the United
States than Canada. However, there is considerable variation in
the amount of cross border differentials between different occupa-
tions, and indeed in a few, such as certain workers in mining and
lumber, Canadian incomes can be as high or higher as those in the
United States.
(9) And finally, the comparisons are designed to show comparative
Canadian and U.S. burdens or costs in what are assumed to be
typical situations involving executives or professionals. They are
specifically not intended to present averages. (Comparisons based
on "average" positions tend in any event to require numerous as-
sumptions, and can obscure important differences relating to par-
ticular cases).
Income Tax Comparisons - Canadians Pay More
The calculations that follow do not take into account the differences
between the two countries in certain social programs and in death taxes.
As discussed, Canada does have some advantages in areas such as health
services, the ratio of retirement benefits to explicit premium costs (but
not in the total size of retirement benefits). While the differences in such
benefits can be significant for lower income individuals, these differences
are difficult to quantify.
Further, for upper income individuals, the differences are likely not
substantial in relation to the tax and cost differences identified in the
balance of this paper. The fact that Canada does not have an estate tax is
a significant advantage to the affluent in this country (even though Can-
ada does tax the unrealized appreciation of assets on death). But the ad-
vantage cannot be readily quantified, and in any event the United States
tax system has its own advantage in such areas as the exemption from tax
of interest on state and local debt. This paper concentrates on the differ-
ences in annual income taxes, and annual housing and living costs, be-
tween Canada and the United States: these are not the only monetary
differences but they are the most substantial and influential for the upper-
middle and upper income salary earners that we are considering.
13
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Case 115
Assumptions
-Single person
-Rents
-Salary - $60,000
Toronto Montreal Calgary
Tax = $21,000 Tax = $23,200 Tax = $20,800
New York City
Tax = $20,400 $ 600 $2,800 $ 400
Chicago
Tax = $18,400 $2,600 $4,800 $2,400
Houston
Tax = $16,300 $4,700 $6,900 $4,500
The above table indicates that tax bills at this assumed $60,000 salary
level are indeed significantly higher in Canada, although the differences
are really only substantial in comparison to moderate and low tax loca-
tions such as Chicago and Houston, and not so much with respect to
New York City.
Case 2
Assumptions
-Married taxpayer
-Spouse not working
-2 children
-Owns home
-Salary - $100,000
Toronto Montreal Calgary
Tax = $38,300 Tax = $43,400 Tax = $37,700
New York City
Tax = $14,900 $23,400 $28,500 $22,800
Chicago
Tax = $16,400 $21,900 $27,000 $21,300
Houston
Tax = $21,300 $17,000 $22,100 $16,400
For U.S. tax purposes, home mortgage interest and real estate taxes are
deductible.
Amounts used for U.S. tax purposes are as extracted from
15 In this and succeeding tables, the tax amounts shown immediately below the name of a city
is the tax cost to an individual, in the identified circumstances, in that city. The figures in the interior
of the table represent the amount by which Canadian costs (for the Canadian city in the vertical
column) exceed (or in brackets - are less than) the tax burden in the United States city in the
horizontal column. For example, the individual in the circumstances assumed in the above table
would pay $20,400 tax if resident in New York, and $21,000 if resident in Canada: The Toronto tax
bill is $600 more than the New York burden.
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Runzheimer16 tables which take account of estimated typical home
prices and related costs in each locality appropriate to a taxpayer at the
stated income level:
Annual Interest
Mortgage Component17
Real
City Payment 90% Estate Tax Total
New York City $ 41,995 $ 37,796 $ 6,433 $ 44,229
Chicago 33,860 30,474 5,572 36,046
Houston 10,862 9,776 3,215 12,991
This comparison of total tax costs shows that proportionate varia-
tion of taxes from city to city is much greater in the United States than in
Canada. This is due to the fact that home mortgage interest, real estate
taxes and state income taxes are deductible. Effectively, the United States
Treasury partially offsets higher housing (if a home is purchased) and
state income tax costs through a reduction of federal tax.
In Case 2 above, involving a married taxpayer with a $100,000 sal-
ary who owns his own home (and therefore in the United States has de-
ductible mortgage interest and realty taxes), the differences in tax
burdens are very substantial between all Canadian locations and all U.S.
locations. As a generalization, a Canadian married taxpayer, owning his
own home and with a non-working spouse, will pay at least $20,000 U.S.
(or close to $24,000 Canadian) more taxes if he lives in Canada rather
than in the United States. When these differences are measured as a per-
centage of after-tax income, they loom even larger: for example, a tax-
payer in Montreal could increase his after-tax disposable income by
about 50% if he moved to New York at the same income level.
Incidentally, the reason that, in the above table, the United States
taxes shown for Houston and Chicago are larger than New York,
whereas in Case 1 the tax bills in these two cities were smaller than New
York, relates to the assumed burden of mortgage interest and realty
taxes. When the taxpayer is assumed to own a home at a cost which is
typical for the location, the higher cost of housing in New York means
that the assumed level of mortgage and realty taxes is so much higher
that his income tax burden in New York is substantially reduced relative
to the other cities.
16 Runzheimer Canada Inc. calculation of Two-Location Living Cost Comparison dated Feb-
ruary 26, 1980 prepared for Price Waterhouse based on a married individual with two children
purchasing a home with a 20% down payment in the U.S. Salary level is assumed to be $100,000,
and the mortgage and other costs for each location are based on comparable residences.
17 Runzheimer uses a twenty-five year amortization schedule to determine the annual mortgage
payment which includes interest and principal. We have assumed that 90% of each payment is
interest. In the first five years of the mortgage a higher percentage would be interest, but the
percentage of the annual payment represented by interest would decline over time.
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Reimbursement of Higher Tax Cost to Employee
If an employer were to agree to keep an employee whole for the
additional tax cost of relocating from a lower tax to a higher tax location,
what would the cost be? The employer of course not only has to pay the
tax differential to the individual, but an additional amount to reflect the
fact that the "tax equalization" payment itself is taxable. Here are the
figures:
Case la
Assumptions
-Single person
-Rents
-Salary - $60,000
Cost of Reimbursement to Employer
From To
Toronto Montreal Calgary
New York City $ 1,125 $ 5,700 $ 725
Chicago 4,850 9,800 4,350
Houston 8,775 14,100 8,150
Case 2a
Assumptions
-Married person
-2 children
-Spouse not working
-Owns home, mortgage
-Salary - $100,000
Cost of Reimbursement to Employer
From To
Toronto Montreal Calgary
New York City $43,675 $58,250 $41,275
Chicago 40,900 55,200 38,575
Houston 31,750 45,175 29,700
The above table shows that, in most situations, it would cost Cana-
dian employer an additional $40,000 to $50,000 to acquire the services of
a U.S. resident homeowner at a $100,000 annual income level, and pro-
tect the after-tax income of that individual.
And for Higher Incomes...
Let us take this "typical" married person with a family of four that
we depicted in Case 2 earlier and see what happens as income rises. For
ease of comparison, we will assume that the taxpayer remains in the same
Vol. 16:227 1990
16
Canada-United States Law Journal, Vol. 16 [1990], Iss. , Art. 30
https://scholarlycommons.law.case.edu/cuslj/vol16/iss/30
Brown-TAXES ON PEOPLE TRANSFERS
home and all allowable deductions remained unchanged, i.e., we have
specifically NOT increased the individual's assumed mortgage and realty
tax payments as his income rises: had we done so, the tax differences in
the following tables would be even more dramatic.
Case 3
Assumptions
-Married person
-Spouse not working
-2 children
-Owns home, mortgage
-Salary - $150,000
Toronto Montreal Calgary
Tax = $60,500 Tax = $67,900 Tax = $59,200
New York City
Tax = $32,500 $28,000 $35,400 $26,700
Chicago
Tax = $32,700 $27,800 $35,200 $26,500
Houston
Tax = $37,800 $22,700 $30,100 $21,400
Case 4
Assumptions
-Married person
-Spouse not working
-2 children
-Owns home, mortgage
-Salary - $300,000
Toronto Montreal Calgary
Tax = $131,300 Tax = $143,500 Tax = $127,700
New York City
Tax = $88,500 $42,800 $55,000 $39,200
Chicago
Tax = $82,600 $48,700 $60,900 $45,100
Houston
Tax = $83,400 $47,900 $60,100 $44,300
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Case 5
Assumptions
-Married person
-Spouse not working
-Married with 2 children
-Owns home, mortgage
-Salary - $500,000
Toronto Montreal Calgary
Tax = $225,600 Tax = $244,300 Tax = $219,000
New York City
Tax = $155,900 $69,700 $88,400 $63,100
Chicago
Tax = $142,600 $83,000 $101,700 $76,400
Houston
Tax = $139,400 $86,200 $104,900 $97,600
The above computations also illustrate that the higher the assumed
level of income, the greater is the additional tax cost of living in Canada.
For a taxpayer making $500,000 a year in the assumed circumstances,
the additional tax burden arising from a residence in Canada, rather than
the United States, can exceed $100,000 a year. But even though the dif-
ferences in tax burden are the greatest for higher income earners, it might
be noted that the differences as a percentage of income tend to be highest
for taxpayers around the level of $100,000 a year. In part, this arises
from the fact that the calculations for individuals assumed to earn more
than this have not taken into account possibly higher interest and realty
tax deductions arising because of the likely move to a more expensive
home.
Married Taxpayer with Both Spouses Working
Suppose that instead of one spouse earning income and the other
not, each spouse contributes equally to the family income. The extra tax
cost of living in Canada in these circumstances is still high, but reduced
as is shown in the tables below.
Vol. 16:227 1990
18
Canada-United States Law Journal, Vol. 16 [1990], Iss. , Art. 30
https://scholarlycommons.law.case.edu/cuslj/vol16/iss/30
Brown-TAXES ON PEOPLE TRANSFERS
Case 2b
Assumptions
-Spouse not working
-Married Person
-Married with 2 children
-Annual Income $100,000, $50,000 earned by each spouse
(allowing RRSP for each spouse)
Toronto Montreal Calgary
Tax = $30,100 Tax - $34,800 Tax = $29,700
New York City
Tax = $18,300 $11,800 $16,500 $11,400
Chicago
Tax = $19,800 $10,300 $15,000 $ 9,900
Houston
Tax = $24,500 $ 5,600 $10,300 $ 5,200
Case 4b
Assumptions
-Married with 2 children
-Annual Income $300,000, $150,000 earned by each spouse
(allowing RRSP for each spouse)
Toronto Montreal Calgary
Tax = Tax = Tax =
$123,500 $134,000 $120,900
New York City
Tax = $91,900 $31,600 $42,100 $29,000
Chicago
Tax = $96,000 $37,500 $48,000 $34,900
Houston
Tax = $86,800 $36,700 $47,200 $34,100
The reasons why the excess tax cost of living in Canada tends to drop
when each spouse is assumed to contribute to the family income are com-
plex, but are principally due to the following:
(1) When each spouse works, each is subject to social security or
equivalent taxes, but the cost of social security taxes is much
higher in the U.S. than in Canada, thus imposing a relatively
higher burden on this account on the U.S. couple.
(2) The U.S. tax system gives much of the benefit of income splitting
to a married couple in which only one of the partners has income.
When both spouses are assumed to have income, there is therefore
no net additional tax benefits from this account in the United
States, but in Canada, there can be significant savings through in-
come splitting. (Canada, unlike the United States, bases its income
245
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tax system on individual returns, rather than joint husband and
wife returns).
As a result of the above, the assumption that the same total income
is earned equally by each spouse, rather than by one spouse alone, in-
creases tax burdens in the United States, while it decreases tax burdens in
Canada. If it were assumed that both spouses worked, but that the total
family income was divided disproportionately between them - i.e., one
made more than the other, the additional tax costs would lie somewhere
between the above tables and the earlier tables in which only one spouse
had income.
Lower Income Tax Comparisons
So far, we have been dealing only with comparisons of the income
tax burdens of individuals with higher incomes - with a minimum of
$60,000 for a single individual, and $100,000 for a married individual.
Let us take a brief look at the comparisons as they would be for individu-
als with much more modest incomes, using essentially the same type of
assumptions and methods:
Case 6
Assumptions
-Single person
-Rents
-Salary - $25,000
Toronto Montreal Calgary
Tax = $6,000 Tax = $7,300 Tax = $5,900
New York City
Tax = $6,200 $(200) $1,100 $(300)
Chicago
Tax = $5,700 $ 300 $1,600 $ 200
Houston
Tax = $5,100 $ 900 $2,200 $ 800
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Case 7
Assumptions
-Married person
-Spouse not working
-2 children
-Owns home, $80,000 mortgage
-Salary $35,000
Toronto Montreal Calgary
Tax = $7,700 Tax = $8,100 Tax = $7,600
New York City
Tax = $6,000 $1,700 $2,100 $1,600
Chicago
Tax = $5,700 $2,000 $2,400 $1,900
Houston
Tax = $5,100 $2,600 $3,000 $2,500
The above tax comparisons show that lower income Canadians still
pay, in general, somewhat higher taxes than their counterparts in the
United States, although for those at the very bottom of the ladder, U.S.
citizens living in high cost New York have income tax burdens compara-
ble to some lower income Canadians.
But the comparisons, at the lower levels, do not take account of
some significant offsets on the Canadian side. Canadians generally have
the advantage of a comprehensive government paid health insurance pro-
gram, while in the United States there is no general government paid
health care program, although partial funding is provided for some par-
ticular constituencies.
Of course, many employees in the United States have the advantage
of some type of health care coverage through employment, although fre-
quently such programs are not as all inclusive as the health coverage
available in Canada. But a significant number of U.S. workers - particu-
larly at lower income levels and working in non-unionized employment -
do not have even this limited coverage. It is not possible to provide any-
thing more than a guess as to the "value" of the Canadian comprehensive
medical and hospital coverage which will vary according to the circum-
stances of the individual, but at a very rough estimate the premiums for
such coverage could run in the order of $3,000 or more per family.
In addition, taxpayers with children in Canada receive federal fam-
ily allowance payments, and those in Quebec receive additional provin-
cial benefits. (As in the case of Old Age Security pensions, these benefits
are to be "clawed back" for upper income Canadians).
When account is taken of the availability of "free" health insurance
and family allowances, together with the substantially better ratio of gov-
ernment retirement benefits to annual premiums, it is clear that at the
above income levels these benefits are likely enough, or even more than
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enough, to make up for the higher direct tax burden shown for
Canadians.
The conclusion therefore is that at the lower end of the income
scales, tax burdens on Canadian residents, adjusted for government bene-
fits, are likely not much higher than those on low income U.S. residents,
and indeed Canadians are likely to even have some net advantage. The
comparisons are admittedly rough and ready, and account would have to
be taken of a wide variety of other issues in any authoritative general
calculations.
Housing Costs
Having covered income taxes and social security taxes, we will now
turn to a comparative review of housing costs and then the cost of goods
and services generally. Housing costs vary substantially from city to city
both inside Canada and inside the United States. Personal living styles,
distance to the work location and transportation options are but a few of
the factors affecting housing costs that can result in dramatic differences
in costs even within the same city.
For purposes of our comparison, we will use a statistically average
U.S. individual at stated income levels in the various numerous cities,
and calculate his annual "housing costs" on the assumption that he
purchases a similar residential property, in a comparable neighbourhood,
in those cities: it is also assumed that he borrows 80% of the cost. We
will then compare what comparable housing in various Canadian cities
would cost on an annual basis. (The first calculation below is based on
rented accommodation). Again, a positive figure in this and following
tables indicates higher costs in Canada: a negative figure indicates lower
costs in Canada.
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Case 8
Assumptions
-Single person
-Rents 2 bedroom apartment with 1,500 square feet ' 8
-Salary - $60,000
Annual Housing Cost Differences: Higher Canadian Costs
Toronto Montreal Calgary
Cost = $26,400 Cost = $21,000 Cost = $15,200
New York City
Cost = $14,900 $11,500 $ 6,100 $ 300
Chicago
Cost = $9,900 $16,600 $11,100 $5,300
Houston
Cost = $9,600 $16,800 $11,400 $5,600
Case 9
Assumptions
-Married person
-Spouse not working
-2 children
-Owns home of 4 bedrooms and about 2,900 square feet
-Housing costs assume a 20% down payment and include mortgage payment,
real estate taxes, homeowner's insurance, utilities and routine maintenance
-Salary - $100,000
Annual Housing Cost Differences: Higher Canadian Costs1 9
Toronto Montreal Calgary
Cost = $49,400 Cost = $29,900 Cost = $42,600
New York City
Cost = $53,600 $(4,200) $(23,700) $(11,000)
Chicago
Cost = $45,500 $ 3,900 $(15,600) $ (2,900)
Houston
Cost = $18,600 $30,800 $11,300 $24,000
As can be seen from the above tables, housing costs vary substan-
tially from location to location. It should be noted that New York City
and Chicago are high cost of living U.S. cities and Houston is a low cost
area. Housing costs in New York City and Chicago would be roughly
comparable to Boston, San Francisco and Los Angeles. Housing costs in
18 Cost calculated by Organization Resources Counsellors Inc. Housing includes utilities and
renter's insurance: from statistical tables for single individual.
19 Based on Runzheimer International statistical tables for home purchase expenses: figures
relate to 1989.
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Houston would be comparable to Atlanta, Dallas and many mid-sized
cities in the United States Comparisons among Canadian cities are not as
easy to make simply because there are just not as many mid to large
cities: However, Toronto stands out as having the highest housing costs.
Overall, the costs of accommodation is the higher cost U.S. loca-
tions tend to be higher than most or all of the identified Canadian loca-
tions, while the lowest cost U.S. location tends to be cheaper - showing
the United States has more variation in costs than Canada. However, it
should be noted that for Case 9 above, the United States accommodation
costs are stated before taking into consideration the fact that mortgage
interest and house taxes are deductible for income tax purposes. The af-
ter-tax housing costs in the United States would be lower than the figures
shown.
Cost of Living
From housing costs we now turn briefly to other components of the
total cost of living. Cost of living (COL) indices are a bit more reliable in
one sense because cost of living is measured against the cost of a defined
market basket of goods. They are however less authoritative in another
sense, since it does not allow for product substitution which price differ-
ences can induce, and because spending habits vary from family to fam-
fly. Disposable income for purposes of the calculations in this paper is
gross income (wages) less federal, provincial or state taxes, social insur-
ance taxes, housing costs and a factor for personal savings. (Taxes and
housing costs are separately measured in our comparisons).
The COL indices used measure expenditures of disposable income
after taxes, but - as indicated - do not include housing costs or income
taxes. The differential in living costs is measured in after-tax dollars. On
the other hand, the amount an individual would have to be paid to enjoy
a particular living standard should be measured in pre-tax dollars.
A simple example illustrates the point. If it costs $3,000 more to live
in City "A" where the combined marginal tax rate is 50% than it costs to
live in City "B", then the individual would have to earn $6,000 more in
income in City "A" to have $3,000 remaining after tax to offset the addi-
tional living costs.
Using the same two cases and cities as used for housing, the table
below compares cost of living differences. (As we have already dealt with
housing costs, the figures below relate only to living costs - including
local sales and other taxes - other than housing).
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Case 1020
Assumptions
-Single person
-Rents
-Salary - $60,000
COL Difference
Toronto Montreal Calgary
Costs = $27,700 Costs = $25,800 Costs = $26,700
New York City
Costs = $21,600 $6,100 $4,200 $5,100
Chicago
Costs = $22,900 $4,800 $2,900 $3,800
Houston
Costs = $21,800 $5,900 $4,000 $4,900
"Costs" shown next to each city represent the cost of a defined stan-
dard basket of goods and services in that city: The standard basket for
each income level has been based on actual spending by surveyed individ-
uals with that income.
As in previous tables, the amounts shown in the middle of the table
represent the amount by which cost of living costs are higher in Canada.
Case 11
Assumptions
-Married person
-2 children
-Owns home
-Salary - $100,000.
COL Difference21
Toronto Montreal Calgary
Costs = $44,500 Costs = $44,100 Costs = $39,600
New York City
Costs = $40,200 $4,300 $3,900 $(600)
Chicago
Costs = $38,700 $5,800 $5,400 $900
Houston
Costs = $36,400 $8,100 $7,700 $3,200
Income Taxes, Housing and Cost of Living
The discussion and tables presented previously in this paper set out
a substantial amount of data concerning comparative tax burdens, hous-
20 Based on Organizational Resource Counsellors; Inc, statistical tables for a single individual.
21 Based on Runzheimer International statistical tables for married individuals.
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ing costs and general cost of living differences between individuals at
specified income levels in key Canadian and U.S. cities. In order to show
the overall impact of tax, housing and cost of living differences between
Canada and the United States at the indicated income levels, the follow-
ing combined tables are presented to show the indicated allocation of a
specified gross salary in order to maintain the same standard of living in
different cities.
Case 12
Assumptions
-Single person
-Rents
-Salary - $60,000
N.Y.C. Chicago Houston Toronto Montreal Calgary
Salary $60,000 $60,000 $60,000 $60,000 $60,000 $60,000
Tax22  (20,417) (18,443) (16,280) (20,978) (23,183) (20,811)
Housing (1,880) (9,920) (9,600) (26,400) (20,952) (15,204)
Disposable
Income $24,703 $31,637 $34,120 $12,622 $15,865 $23,985
Less:
Cost of Goods & Services
(21,606) (22,867) (21,827) (27,65 6 (25,78 (26,705)
Net Savings (Dissavings)
3,097 8,770 12,293 (15,034) (9,915) (2,720)
22 All figures are from prior data: see previous tables The line "Net Savings (Dissavings)"
above merits some explanation. For each of the six cities shown above, it has been assumed that the
individual, at the indicated salary level of $60,000, has paid the taxes applicable to that salary in that
particular city, has incurred housing costs which are related to the rental of comparable quarters in
each location, and has purchased the same basket of other goods and services, in each location, at the
cost level prevailing in that location: the basket of goods and services is derived from statistical tables
relating to average expenditures at this income level. The figure at the bottom of the table (Net
Savings (Dissavings)) - simply represents how much the individual would have left over (or would
have to borrow) in order to make all of these expenditures.
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Case 13
Assumptions
-Married person
-2 children
-Non-working spouse
-Owns home
-Salary- $100,000
N.Y.C. Chicago Houston Toronto Montreal Calgary
Salary23  $100,000 $100,000 $100,000 $100,000 $100,000 $100,000
Tax (14,908) (16,410) (21,336) (38,271) (43,425) (37,723)
Housing (,602 (45,52_ (,551) (49,4 (29,892) (42,68)
Disposable
Income $31,490 $38,064 $60,113 $12,282 $26,683 $19,629
Less:
Goods & Services
(40,160) (38,681) (36,378) (44,545) (44,086) (39,640)
Net Savings
(Dis-savings)
(8,670) (617) 23,735 (32,263) (17,403) (20,011)
The tables make clear the variations in general tax and living cost
among the six cities. An individual can of course vary his rates of ex-
penditures for housing, goods and services to bring his or her budget
back in balance, but then he would be enjoying a different standard of
living.
Take Case 13 above for New York City. The goods and services line
compare what it would cost to purchase a set list of goods and services
that generally accompanies an average style of living in the United States
for a particular family size and income. An individual living in a very
high cost area such as New York would have to eat out less frequently,
or perhaps acquire only one automobile instead of two, or purchase a
lesser home to balance his or her budget.
The tables do show that even an individual from New York City,
the highest cost location in the United States, would be significantly
worse off economically in any major Canadian city.
Referring to the data in Case 13, which relates to a married person
with an annual salary of $100,000, a Canadian living in Toronto, Mon-
treal or Calgary would find that he was running an annual deficit be-
tween $17,000 and $32,000 to maintain the same standard of living that
the same individual could maintain, on the same income, living in Chi-
cago. At the extreme, there would be a difference in over $45,000 in dis-
posable, after-tax and after housing and living expenses income, between
23 All figures from prior data displayed.
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a married individual with a $100,000 income living in Toronto and living
in Houston with the same living standards.
To maintain a comparable standard of living (as determined on the
statistical basis previously described) in any Canadian city would cost an
individual substantially more than in any of the United States cities
shown - even the highest cost locations. Another way of saying this is
that higher income Canadians earning the same income as a U.S. coun-
terpart, with the same family circumstances, must accept dramatically
lower standards of living in a Canadian location.
To put the results in still another way, a highly paid Canadian exec-
utive or professional who moves to the United States, at the same income
level, can expect a very substantial increase in his or her standard of
living from the same gross income. And a U.S. resident moving to Can-
ada, at the same income level, (including a Canadian returning to Can-
ada) will have to expect a major drop in his or her living standards.
Tax and Cost of Living Equalization
If an employer were to agree to keep an employee whole for the
additional cost of living, housing, and taxes, what would the costs be to
the employer? The payment to the employee would of course have to be
grossed-up to cover the fact that it itself would be taxable.
Cost to the Employer of Maintaining Same Living Standard for
Employee Transferring from United States to Canada
Case 14
Assumptions
-Single person
-Salary - $60,000
COST OF REIMBURSEMENT TO EMPLOYER
Toronto Montreal
NYC $33,850 $26,600 $10,525
Chicago $44,450 $38,200 $20,800
Houston $51,025 $45,400 $27,175
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Case 15
Assumptions
-Married person
-2 children
-Owns home
-Salary - $100,000
COST OF REIMBURSEMENT TO EMPLOYER
Toronto Montreal Calgary
NYC $44,050 $17,850 $20,550
Chicago $59,075 $34,300 $35,125
Houston $104,550 $84,100 $79,225
The tables above show that, based on the stated assumptions, it
would cost a Canadian employer between 15% to 100% or more addi-
tional salary to attract a U.S. resident to Canada and allow him to main-
tain his living standards. In the case of a "high cost" location such as
Toronto, the extra costs can readily run well over 50% or more of the
base salary.
Summary of Observations
In a discursive paper such as this, it is not possible to do anything
more than to raise a number of issues and observations flowing from the
comparative analysis in the various examples above.
Housing costs vary tremendously between locations in both Canada
and the United States, with the United States generally not having a sub-
stantial advantage over Canada. However, the after tax cost of housing in
the United States for high income individuals, particularly those
purchasing homes with borrowed funds, is significantly less than in Can-
ada because mortgage interest and real estate taxes are deductible in
computing taxable income in the United States.
The cost of living, measured as the cost of a standard basket of
goods and services, is generally more expensive in Canada than in the
United States, in part because of higher Canadian sales taxes, and in part
other factors.
Income tax rates, including federal and provincial/state, are signifi-
cantly lower in the United States than in Canada for upper income indi-
viduals. But much more important, there is a larger range of deductions
available in the United States than in Canada, deductions which are of
greater value to upper income individuals (up to the maximum marginal
tax rate).
In particular, the U.S. tax system significantly reduces the net cost
of home ownership because of deductions allowed for mortgage interest
and real estate taxes.
The burden of Canadian income taxes appears far more progressive
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than in the United States.24 Considering both direct taxes and universal
social benefits, Canadians in low income brackets may be no worse off, at
the same income levels, as their counterparts in the United States, and
indeed may be better off. But high income Canadians pay very substan-
tially more taxes than their counterparts in the United States with very
little relative offset for social benefits.
The amount of "excess" Canadian tax - the additional amounts
Canadians have to pay at various income levels over those payable by
their comparable colleagues in the United States - increases with in-
come level, without limit. This means that these "excess" taxes in Can-
ada might have the largest impact on the highest income individuals who
may be the most mobile. The "excess" Canadian taxes are heaviest on
one earner families, and this excess is reduced - but far from eliminated
- for families with the same total income but having both spouses
working.
The cost to employers in Canada of keeping high income earners -
essentially anyone over $50,000 of income - "whole" in the sense of
reimbursing them for the excess Canadian tax that they have to pay over
the comparable U.S. tax is very substantial, and can mean that a Cana-
dian employer required to make such payments will find that he fre-
quently has to pay 30% to 50% or more higher gross incomes than a
comparable employer would in the United States. This represents a very
serious cost disadvantage to Canadian employers seeking to induce U.S.
individuals to come to Canada to take advantage of their skills or experi-
ence, or even to retain key Canadian employees in this country who have
an opportunity of moving to the United States.
The U.S. tax system has features - generally lower rates and home
related deductions - which make it easier for upper income individuals
to accumulate wealth. But for those with wealth, the Canadian tax sys-
tem, with its lower death taxes - has features which make it easier to
keep that wealth. For the affluent, the United States is a good place to
work, and Canada is a good place to die.
The negative effects of the huge additional income tax costs on up-
per income Canadians, in comparison with their U.S. colleagues, is made
worse by the fact that Canada generally has a higher cost of living. One
of the reasons that goods and services tend to cost more in Canada than
in the United States is of course because of the heavier burden of sales
taxes in Canada, and perhaps also because of heavier hidden and indirect
taxes on Canadian industry and business. (There may of course be many
other reasons to explain cost of living differences between Canada and
the United States, including less competitive markets in Canada, farm
marketing boards, customs duties, and no over-valued Canadian
currency).
The higher taxes and higher cost of living borne by upper income
24 The U.S. Social Security levies are a major regressive feature of the U.S. tax system.
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Canadians is just one reflection of the fact that Canada tends to be a
"high cost" country - a nation where cost factors tend to be higher in
many instances than in competing jurisdictions.
CONCLUSION
The overall conclusion is inescapable - Canadians face far higher
taxes, and in many instances higher cost of living, than do Americans. As
a result, Canadians with the same pre-tax income as Americans in simi-
lar circumstances will find that they have substantially lower after-tax
income, and, due to higher cost of living factors in Canada, they can buy
less in Canada with every dollar of that lower disposable income than
can their colleagues in the United States.
Almost all highly paid Canadians could substantially increase their
after-tax income if they could obtain a job at a comparable gross salary in
the United States. For example, a married taxpayer now living in To-
ronto and earning a salary of $100,000 a year (Case 2) would find that he
could add over $20,000 to his after-tax income - an increase of close to
40% - if he were to move to New York or Chicago.
The differential works the other way too. It is becoming increasingly
expensive for Canadian employers to hire top U.S. talent to work in Can-
ada, or indeed anyone who is internationally mobile and tax sensitive. A
married individual earning $100,000, and moving from the most expen-
sive U.S. city - New York - to the least expensive major Canadian city
would require an increase in pay of about $18,000 just to break even,
taking into account not only tax factors but also differences in housing
and other costs. (see Case 13) The disparities in other examples are sub-
stantially greater. It costs Canadian employers very substantial premi-
ums - premiums that will add further to the already high cost of doing
business in Canada - to attract U.S. residents to Canada and maintain
their standards of living, or even to compete against U.S. employers for
the services of Canadians.
Canada of course has traditionally had higher taxes than the United
States, but in recent years the differences have widened, partly because of
the fact that recent "tax reforms" in each country have tended to buy
down top rates in the United States far more than in Canada, and partly
because Canadian taxes in general have risen very rapidly in the last four
years.
As the markets for goods and services become more global, and
more competitive, the markets for the talents of the highly skilled will
also tend to be more global. In this environment, sharp differences in tax
burdens and even other costs on Canadian managerial, scientific and en-
trepreneurial individuals may assume more importance than in the past.
For one thing, the trend towards global markets has brought with it a
tendency to a harmonization of experience and expertise: A highly
trained and skilled manager or scientist in Calgary is likely to find that
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his experience and knowledge can readily be put to work in Houston or
for that matter in other locations around the globe. And the information
explosion is creating more knowledge about opportunities abroad, and
quite possibly more sensitivity to tax and other cost differentials.
As competition increases around the world, Canada will find it more
difficult to cope with large differences in living standards for its most
highly trained and mobile people with its largest trading partner to the
south. The talents of its people are a country's first line of defense in a
competitive marketplace, and Canada will find that the particular choices
it has made in the size of government spending, and in the distribution of
the burden of that spending, will carry with them higher costs in the
future. Is Canada a better place to live than the United States? This is a
question that this paper does not try to answer. The response must be
personal, and as far as this author is concerned, even the identified differ-
ences set out in the paper area not sufficient persuasion to induce a move
from Canada to the United States. (The fact that the demand for Cana-
dian tax experts is a trifle thin in the United States may be one factor in
this decision, but the author likes to believe that there are other impor-
tant considerations).
And for many Canadians, personal preferences and circumstances
will keep them in Canada even with the identified tax and cost savings
available in the United States. But if these tax and cost differences induce
even a moderate number of entrepreneurs, managers and scientists to
leave Canada - and prevent Canada from attracting such individuals
from abroad - then Canada is a significant loser.
Today, more than ever, taxation and social policies must be consid-
ered with a knowledge of their full consequences. This paper demon-
strates that Canada is a substantially more expensive country than the
United States for most people in middle to high income groups, in part
because Canada has higher taxes, and in part because Canada's tax sys-
tem is much more progressive. Further, for upper income Canadians,
other costs of living in Canada tend to be higher than in the United
States, and these differences are not offset for this group by the more
generous social programs in Canada.
Our taxation and social policies have created a situation in which
there is a substantial net advantage, to top earning individuals, to emi-
grating to the United States, and a substantial tax and cost barrier to
attracting skilled individuals from the United States to Canada or to re-
tamining mobile Canadians in this country. The question is whether Can-
ada, and Canadians, have paid sufficient attention to the longer term
consequences of these sharp differentials in taxes and costs.
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